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OUTLINES OF A THEORY OF WAGES- 
DISCUSSION. 

G. R. Wicker: Quot homines; tot sentential! That 
slightly worn phrase might well be adopted as the modest 
motto, — a sort of pretext — for every contribution to 
economic theory. So vast and so confusing is the pre- 
sent array of divergent, and often contradictory theories, 
that I need offer no apologies if I fail to understand 
them. Indeed, this very contrariety is strong evidence 
that our theorists do not understand one another, and 
they cannot therefore blame us outsiders if we, in turn, 
fail to understand them. If in my brief discussion of 
the paper before us this morning I fail to understand 
Professor Taussig's position, he will, I am sure, ex- 
onerate me from wilful misunderstanding. 

In order to bring my remarks well within my time 
limit I have chosen to select a few salient points and to 
attempt very briefly to establish them. 

First, accepting for the moment Professor Taussig's 
claim that capital is not a productive factor, but 
only labor in its indirect application, I challenge the con- 
clusion drawn from this view. Professor Taussig tells 
us that wages is the discounted marginal product of 
labor; but the margin is not that of Professor Clark. 
It is the provisionally accepted competitive margin at 
which capital receives the current rate of return. To 
Professor Taussig, then, labor elsewhere applied, includ- 
ing labor applied directly, that is, without capital, has its 
wages fixed by the wages of labor at the competitive 
margin. The social time-preference then becomes the 
real regulator of wages throughout the labor field. 
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I offer the following brief statement as a more reason- 
able view of the situation, if we are to treat capital as an 
indirect mode of labor; labor may be and is applied, both 
directly and indirectly, that is, without and with capital. 
In either case, its specific product tends to diminish after 
reaching a point of maximum efficiency of cooperation. 
Labor tends to distribute itself in the two channels in such 
a way as to equalize the wages in the two modes. This 
being the case, it might be said without great theoretical 
impropriety that the marginal product of labor in its 
direct mode fixes the wages of labor in its indirect mode. 
If the labor indirectly applied produces more than the 
wages of the direct mode, the surplus or difference meas- 
ures what Professor Taussig calls the discount, — or in- 
terest. As between the claim that the discount fixes the 
wage and the claim that the marginally produced wage 
fixes the discount, I believe that the second is to be pre- 
ferred. 

But I do not believe that either is an accurate mode 
of presentation, or that either marginal productivity or 
time-preference can be regarded as the sole regulator. 
Rather they must be regarded as interdependent vari- 
ables. Society, by its time-preferences, gives the rela- 
tive social valuation of goods directly and indirectly pro- 
duced. On the basis of these relative valuations, labor 
flows into the two streams as I have indicated. The 
marginal productivity of labor directly applied is there- 
fore a resultant of two forces, social time-preference and 
natural resources. Likewise in the other channel, labor 
meets with resistance from the social time-preference in 
such a way as to retard its flow. The amount that labor 
will receivers then the amount that it can produce by the 
direct mode, — which equals the amount that must be im- 
puted to labor in its indirect mode. The difference between 
the "product", in Professor Taussig's use of that term, 
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and the "imputed product" of Professor Clark's exposi- 
tion, is interest, the measure of the social time-preference. 

I wish also to pick a quarrel with Professor Taussig 
in his reference to a theory of wages, found, as he puts it, 
"in some of the earlier German text books." Now that 
theory, as I understand it, is no more than a bargain 
theory of wages. In the form in which I still feel justi- 
fied in giving it to my own students, as the last word in 
theory, it runs about as follows : There is a lowest limit 
to wages fixed by the cost of subsistence of the workmen. 
Above this lowest limit is a more flexible lower limit, set 
by the long-time influence of the standard of living. There 
is also an upper limit set by the productivity of labor. 
I believe that the meaning of this upper limit can be 
understood most plainly by Professor Clark's marginal 
analysis. If competition were everywhere perfect, if 
workmen were economists in procreation, these two limits 
would coincide at a point of maximum advantage for all 
the factors of production, given the other elements of our 
economic system as they might then stand. But competi- 
tion is not perfect, and the other assumptions are also in 
great measure unreal. Hence there is between the nor- 
mal lower limit and the normal upper limit a gap, varying 
in width with time and circumstance, in which law and 
trade-union, boycott and strike, bribery and bludgeon do 
their work of fixing the actual wage. And I cannot see 
how we get far from this position, though we accept Pro- 
fessor Taussig's "competitive margin, broad enough to 
settle the general range of wages." 

But, finally, I should like to protest against the multi- 
plication of theories designed to avoid unwelcome social 
philosophies based upon the old. It is the business of pure 
economics, of economic theory, to explain, not to justify 
or condemn. I grant that the only ultimate purpose of 
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theory is to afford a basis for weighing, and hence for ac- 
cepting or rejecting, economic systems. But it should not 
be in the mind of the theorist to find a basis of justification 
or condemnation of any particular economic system. 
That is where, as it seems to me, Professor Clark has been 
in very high degree blameworthy. He has given us an ex- 
cellent mode of viewing and explaining the actual work- 
ing of some of the deeper economic forces in our society. 
He has not thereby justified those forces or that society; 
yet he deliberately claims to have done so. 

Paradoxical as it may sound, Professor Clark's Distri- 
bution of Wealth equally well supports a theory of revo- 
lution. In his introductory chapter, he tells us that should 
it appear that the workman receives less than he produces, 
many workmen will become revolutionists, and all ought 
to do so. In the book that follows, there is a demonstra- 
tion that in our actual dynamic society, profits must come 
from the product of labor and capital ; and obviously more 
must come from wages than from interest, by reason of 
the greater ignorance and inertia of the working classes. 
Hence, in Professor Clark's opinion, all workmen should 
be revolutionists, at least in order to introduce the golden 
static age. 

But, seriously, Professor Clark's claim to have justified 
the existing order is equally illogical. To have proved 
that the capitalist gets in interest what his capital pro- 
duces is not to have proved that the capitalist gets 
what he has earned. To have proved that the landlord 
gets what his land produces is not to have proved that 
the landlord earns his distributive share. This can hard- 
ly require amplification. 

But further still. To have proved that labor gets all 
that labor produces is not to have proved that labor has 
no ground of complaint. It is, at least, conceivable that 
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the workman has a just grievance against a social sys- 
tem which lowers his productive power or forces it in- 
to unwelcome channels. Professor Clark's analysis 
shows why the prostitute or pugilist may receive more 
in our society than does the priest, but he would hardly 
claim that he has thereby justified the economic system/ 
of which prostitution and pugilism are natural economic 
institutions. The marginal productivity of prostitute 
or pugilist, as of other work people, is due, not to Pro- 
fessor Clark's analysis, but to the economic system of 
which, perhaps, they are a fitting expression. 

I ask then that economists shall spend more time in 
ridding old theories of their illogical and unbased corol- 
laries, and less time in trying to replace or reshape those 
theories because they have been associated with unwel- 
come philosophies. Specifically, I believe that Professor 
Taussig would have rendered a greater service by giving 
his time and talent to warning economists and laymen 
against the improper application of Clark's very useful 
theory. Economics is not ethics; explanation is not 
justification. 

L. C. Marshall: One whose interest does not lie 
primarily, or even largely, in theory is possibly rushing in 
on dangerous ground in discussing as abstract a bit of 
theory as this before us today. I take it, however, that 
our theories are framed not for the intellectual delight of 
the priests of the temple but rather for the guidance, in 
this confusing period of transition and readjustment in 
economics, of that great body called the public. From 
this point of view, the worker in so-called "applied eco- 
nomics" may properly speak. 

A scholar skilled in exposition has placed before us in 
brief compass a theory of wages which raises most of the 
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fundamental problems of distribution. To comment 
upon all of the points he has raised is obviously impossible. 
Many of these points will be granted by all to be well 
taken ; others, while questioned, must be granted to carry 
the author's usual suggestiveness ; all have been pre- 
sented most effectively. Covering so vast a subject in 
such a limited time, Professor Taussig has, of course, 
been forced to leave many things to be implied, and a re- 
viewer may well have misapprehended his positions. If, 
however, the present reviewer has properly grasped the 
doctrine presented, it seems to him that it may well be 
questioned (i) whether this theory is not founded upon 
an assumption of more than doubtful validity; (2) 
whether, in final results,, it makes any substantial advance 
over the theories it purports to reject; (3) whether, in 
its general tendencies, it may not serve still further to 
becloud issues and thus increase the discontent which 
practical men already have with economic theory. 

1. This "discounted marginal productivity" theory 
of wages is built upon the assumption that all product is 
produced by labor alone. To quote, "the whole product 
is due to labor labor is the essential agent in pro- 
duction and neither land nor capital produces anything 

I have always believed that the socialists used 

tenable language in saying that labor produces all." 1 
Surely, this is a doubtful foundation upon which to erect 
a theory of wages. It need not be pointed out in this 
presence that such a doctrine has often been advanced 
and as constantly rejected, and, as I must think, wisely 

1 These quotations unmistakably give correctly Professor Taussig's 
view. His greatest concession is made in a foot-note where he has 
said: "The difference, I believe, is one of phrase only. It signifies 
little whether we say that labor at the margin works side by side 
with natural forces, or say that it simply guides those natural forces 
and is itself the one essential agent in production." 
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rejected. The position seems to me to be but a matter 
of assumption and definition. The same could be as- 
sumed in the case of land or of capital. Indeed, if a 
choice must be made, is not the case for natural agents., 
as the essential factor of production, stronger than it is 
for labor? Taking Professor Taussig's own causal 
scheme, could we not push it one step further back and 
contend that the doctrine of evolution has shown that 
natural forces have developed plant life, animal life, and 
finally man who developed tools. Therefore the only 
essential factor in production is these natural agents, or 
land. But at the best, does this not become a matter 
of pure speculation and must not our attitude be deter- 
mined in such cases by the findings of practical life? 
As applied to the industrial world the query as to whether 
land or labor or capital is the essential instrument in 
production is but the old query as to which blade of a 
pair of shears does the cutting. Our business man uses 
the various productive agents with no thought as to how 
they came into existence. He cares only how much they 
add to his product (and so are productive as he sees it) 
compared with their cost. A capital good is not neces- 
sarily productive in proportion to the amount of labor 
expended in the making of it — not even in the long run, 
in this changing industry of ours. This alone, in a 
practical discussion, would justify capital's being treated 
as a separate factor of production. I fear that the posi- 
tion that labor is the only productive factor is not only 
of doubtful validity but is also apt to divorce economics 
from practical life. Also, it may lead one into danger- 
ous social implications too ramifying and multitudinous 
to be here treated. 

2. Leaving the question whether labor is the essential 
factor of production, does the theory of wages which we 
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are considering make any substantial advance over the 
theories it purports to reject? Apparently, this new 
theory assumes that the other shares are determined 
by independent causes. Rent seems to be the rent that 
Walker taught, profits are either omitted or are zero at 
the margin, and the rate of interest is determined by an 
"independent regulator", namely, "a marginal rate of 
return necessary in order to induce the postponement of 
gratification to the future" — "time preference." Wage 
is what remains after the capitalist has discounted the 
marginal product of labor, or, since labor produces all, 
wage is what remains after the capitalist has discounted 
the total marginal product, whatever that may mean. 
In other words, the laborer gets the total product less 
that which goes to the other shares, which other shares 
are determined by independent causes. Is this not, as 
regards its broad tendencies, substantially Walker's resi- 
dual claimant theory with an interest theory more speci- 
fically denned and a profits theory omitted? True, a 
somewhat different route has been used, but have not 
both ways led to the same destination? Did President 
Walker or Professor Taussig use the following lan- 
guage? "Wages and interest are determined at the 

margin of cultivation Any excess secured on land 

better than the marginal land goes to the land-owner and 

does not affect the return of other persons We 

have an independent determination of interest 

Capital secures a normal return." It is to be remembered 
that the paper under discussion contends that the return 
to capital has remained practically fixed through centu- 
ries ; it implies that this return will continue to be station- 
ary ; it further contends that wages show no such tendency 
to be stationary ; that supply price of labor is of secondary 
importance; that standard of living slowly rises "as a 
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consequence of higher wages rather than as a cause acting 
to bring about higher wages." Can all this mean any- 
thing else than that labor is the residual claimant? Cam 
it properly be said, as the proposer of this new theory has 
said, that the residual theory has "dropped out of the line 
of combat" ? Can this new theory hope to have its 
results judged by any standards different from those 
which were applied to the Walker theory? In arriving 
at its results has the new theory used methods superior 
to those of Walker? 

When it comes to determining the relation of this new 
theory to the marginal productivity theory, I frankly con- 
fess I am in some doubt. A residual claimant theory 
seems to have been put into marginal productivity cloth- 
ing. Professor Taussig's questioning of the marginal 
productivity theory seems to be mainly upon the ground 
that there is no separate productivity. Speaking in 
in physical terms, this may well be true. But it may well 
be doubted whether the most extreme of the productivity 
theorists ever meant to speak in other than economic or 
logical terms. It may well be doubted whether they 
would contend that they could step into a modern com- 
plex industry and work out concretely wages, interest, 
etc., as separate, physical products. It may be doubted 
whether they mean, in substance, anything more than our 
author means when he says that interest is "determined 
proximately by the increase of product resulting from 
the last or marginal application of capital." To say 
this and yet to say that capital is not productive are things 
I am unable to reconcile. To say that the marginal 
productivity theory cannot be accepted as a definitive 
advance and yet to say that perhaps this new formulation, 
to quote, "is after all only another mode of stating what 
was meant by those who maintain the theory that wages 
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are determined by the specific or imputed product of 
labor and that interest is determined by the specific or 
imputed product of capital," are again things I cannot 
reconcile. Can it be that all this is but a matter of 
definition and phraseology ? Whether this new formula- 
tion really is to be considered "preferable on the ground 
that it purports to do no more than coldly analyze the 
facts of the modern world," as is contended, will depend 
upon one's estimate of the doctrine that labor produces 
all, which I cannot but think an unfortunate and unneces- 
sary part of the theory. 

To summarize as regards the relation of this new 
theory to the theories it would supplant, if I have fairly 
interpreted this new theory, it seems to be hoped that its 
proximate results will be considered substantially similar 
to those of the marginal productivity school ; its ultimate 
results are unmistakably similar to those of Walker. 

3. One final suggestion. In all our theories we must 
have in mind the guidance of this great public of which 
I spoke earlier. All of us must admit that the old 
"demand and supply" doctrine was inadequately express- 
ed ; that there was truth in the charge that a parrot trained 
to repeat that phrase had some claim to be considered a 
good economist. We must further admit that the keen 
analysis of the marginal productivity theorists has enabled 
us to understand the forces of demand and supply as our 
predecessors never did. Probably their new phrase- 
ology was necessary if we were to be enabled to grasp 
the new ideas. We have, however, paid a heavy price 
in causing the ordinary citizen, whom we cannot expect 
to master our terminology since we cannot master it 
ourselves, to look upon our discussions as doctrinaire 
and confusing. This price we need not have paid had 
this brilliant new analysis been more closely linked to 
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the old nomenclature of demand and supply, which had 
become accepted terms. It has been abundantly shown 
that these new doctrines, even with their new termin- 
ology, may be interpreted as merely an elucidation of 
the fundamental ideas underlying the old doctrine. And 
now I would ask: granted, merely for the sake of the 
argument, that we accept this new "discounted marginal 
productivity" theory of wages, should it not have been 
more closely linked to the old concepts of demand and 
supply in its form of presentation? This simpler method 
would seem to have the more justification since our indus- 
trial phenomena are becoming more and more complex 
and the plain people need guideposts as plain and simple 
as may be. Are we to confound confusion by more new 
terminology? Would the new wine really burst the old 
bottles? Is the new wine, after all, so new? 

J. H. Hollander: Professor Taussig's "outline of a 
theory of wages" is a subtle amendment of the prevailing 
productivity theory. In lieu of specific imputed product, 
Professor Taussig proposes as a more accurate wage 
doctrine the formula that wages are determined under 
competitive conditions by the discounted marginal pro- 
duct of labor. The modification is exceedingly plausible. 
If wages are, as the imputation theorists suggest, the 
value equivalent of specific product as represented by 
marginal increment, this very equivalence necessarily im- 
plies a preference of finished over incomplete marginal 
goods. Whether the process of equivalence be effected 
as the older economists believed by an actual advance 
from out a pseudo-wage fund, or whether it be accom- 
plished as the newer writers propose by mere interchange 
from out a fluid loan fund, in either event a measured 
advantage will attach to product over process. The 
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estimation of preference may be something different 
from the particular discount rate to which Professor 
Taussig inclines, namely, the current interest rate as 
determined by the quota of the product allotted to mar- 
ginal abstinence or waiting, but for the present at least 
Professor Taussig's formula is entitled to attention and 
respect. 

Into the entrancing dialectic, whose inviting vista thus 
stands revealed, I do not propose to enter. Even to one 
whose place is far below the salt, it offers something of 
the allurement of the higher metaphysics or the pure 
mathematics in their controversial aspects. None, more- 
over, is too humble to splinter a lance, where the accout- 
rement is some degree of mental concentration and 
normal reasoning power. 

If check be put upon this impulse, it is because of the 
present speaker's profound conviction that such an intel- 
lectual exercise, tempting and stimulating though it be, 
does not represent economic inquiry; that neither a 
theory of wages, nor indeed any other economic prin- 
ciple, is to be arrived at by such procedure ; and that this 
is attested both by the imperfection of method and by 
the barrenness of result which the marginal productivity 
theory of wages discloses. 

First, as to method : I assume that political economy is 
not to be ranked with metaphysics or pure mathematics 
but with the social sciences proper, and that its scientific 
pursuit involves either deduction with verification or in- 
duction guided by tentative hypothesis — or some degree 
of both. This is not a specific scientific method but the 
method of all positive science. Speculation without full 
and convincing verification is a fundamentally defective 
logic, and it has been in this manner that the marginal 
productivity theory of wages has been formulated. 
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Second, as to result : The concept of a marginal incre- 
ment discounted at a rate determined by the share of 
product allotted to marginal waiting, is a metaphysical 
abstraction twice removed from the phenomena which it 
undertakes to interpret. The marginal product of mar- 
ginal labor is in itself a wide rift from the world of actual 
industrial relations. But further to refine this by a subtle 
psychological calculus whereby this marginal product be- 
comes a wage payment, takes us far from all semblance 
to real things. 

I do not refer, understand me, to the practical inappli- 
cability of the formula as a theory of wages. A scientific 
doctrine may be, and not infrequently is, perfectly true 
and perfectly useless. My protest rests upon the unreal- 
ity of the concepts. The marginal product of marginal 
labor is something of which wage contracting knows 
nothing, and the discounting of this product by a time 
preference scale carries us to still loftier altitudes of 
metaphysical abstraction. 

It may be said that these are subconscious forces whose 
influence with respect to wage determination is real al- 
though neither visible nor tangible. But the same might 
be alleged of blood pressure or atmospheric moisture in 
relation to the rate of wages. Assumed forces maintain 
their validity in scientific inquiry only when checked and 
confirmed by positive phenomena. 

In the foregoing, I have ventured to castigate a venial 
offense over unoffending shoulders, for attractive as is 
Professor Taussig's argument, I rejoice to find in his 
paper a certain uneasiness at the conclusion to which he is 
brought. He has created a Frankenstein, only to feel 
some uncertainty as to the utility of what he has fash- 
ioned. This is preeminently as it should be. To one 
who recognizes with Professor Taussig's hard-headed 
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sanity that the theory of wages — and I quote here — "pur- 
ports to do no more than coldly analyze the facts of the 
modern world", and further, — quoting again — "the first 
business of the economist, though by no means the only 
business, is to analyze the facts and to present as simply 
as he can, without implication or apology, the results of 
his analysis," — to one, I say whose feet rest so squarely 
on the earth, it is disturbing and cheerless to stand 
sponsor for a wage formula which, however satisfying 
as an exhibit of speculative processes, is defective both in 
the matter of scientific derivation and of practical verifi- 
cation. 

This is not the place even to intimate a positive theory 
of wages, in amendment of that to which consideration 
has been given. I cannot however refrain from alluding 
to Professor Taussig's alertness as to the actual facts of 
wage relation in his discussion of the influence of the 
laborer's standard of living upon the normal rate of 
wages. It is along this line, the present writer believes,, 
the path blazed by the studies of Adam Smith and more 
notably of Ricardo, that the scientific search for a theory 
of wages will lead. 

It will be a striking instance of retributive justice, nor 
indeed without example in the history of science, if a 
later day investigator shall hereafter arise to proclaim of 
the Jevonian-Austrian school and of their essential dis- 
ciples, in paraphrase of the verdict which the name-father 
registered upon the Ricardians : "It will be seen that those 
able but wrong-headed Austrians shunted the car of econ- 
omic science on to a wrong line, a line, however, on which 
it was further urged towards confusion by their equally 
able and wrong-headed admirers." 



